Financial Highlights 2000 1999 


$ $ 
REVENUES 13,361,202 O75 7/25: 
Direct Costs 8,887,787 3,880,828 
Gross MARGIN 4,473,415 2,094,897 
EBITDA 2,830,223 1,135,014 
PER SHARE 0.09 0.05 
CAsH Flow 2,528, 934 1,135,014 
PER SHARE 0.08 0.05 
EARNINGS 1,355,624 820,105 
PER SHARE 0.04 0.03 
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Annual General Meeting 
The Annual General Meeting 
of the Shareholders will be 
held at the 400 Club, 710 - 
4th Avenue SW, Calgary, 
Alberta on Wednesday, May 30, 
2001 at 10:00 Am (local time). 


Message to Shareholders 


The year 2000 featured a number of significant developments within the domestic oil and gas industry. 
New records were established for both Canadian natural gas export volumes and the number of wells 
drilled in the Western Canadian Basin. Growing US energy requirements, together with their commitment 
to generate electricity through the use of cleaner burning fuels, have led to unprecedented prices for 
natural gas. The completion of the Alliance Pipeline and expansions to other transportation facilities 
have provided Canadian producers with the ability to ship the volumes of natural gas required to meet 
this increasing demand. The year also saw the Organization of Petroleum Exporting Countries (OPEC) 
re-establish a measure of control over crude oil supplies and prices. Collectively these developments 
have created a platform from which the Canadian energy industry is generating record levels of cash 


flow and earnings. 


The past year also witnessed material progress in your Company's continuing efforts to further our 
mandate for growth. Our acquisition of KC Wellsite Management Inc (KC) and the expansion of our wellsite 
accommodation fleet increased considerably the revenue generating capacity of two of our operating 
divisions. The KC transaction had the further benefit of enabling your Company to gain access to a 
completely distinct clientele. Our fourth quarter acquisition of Total Fluid & Environmental Systems Inc 
further diversified Wellco's suite of drilling-related services. These events illustrate our two-pronged 


strategy of pursuing growth both organically and through acquisitions. 


Escalating North American energy requirements have fostered such unprecedented demand for drilling- 
related services that the industry is forecasting in excess of 18,000 wells to be drilled in Western Canada 
during 2001. Management is determined to fully exploit these exemplary opportunities in furthering 


the continuing evolution of your Company. 


! would like to take this opportunity to thank our directors for their vision and guidance, our employees 
for their diligence and loyalty and our shareholders for their trust and patience. | also wish to express 
our sincere gratitude to our customers for their continued confidence, without which our success would 
be impossible. Given the dynamic nature of financial markets, it would seem likely that our industry will 
at some point receive valuations more reflective of its role in the economy than is presently the case. In 
any event, given that market conditions are beyond our immediate control, we will continue to strive to 


achieve maximum benefit from the buoyant operating conditions being experienced by our industry. 


Earl B. Pewis 
President & Chief Financial Officer 
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Industry Outlook 


The outlook for the Canadian oil and gas services industry has never held more promise. Following a year 
in which a record number of wells were drilled in the Western Canadian Basin, prevailing commodity prices 
together with the robust demand for energy in North American markets are prompting industry analysts 
to forecast in excess of 18,000 wells being drilled in 2001. This unprecedented activity has led to the 


energy sector presently experiencing the highest rate of capital reinvestment of any industry in Canada. 


In crude oil markets, a number of factors have contributed to a vastly improved business environment for 
the energy industry. Global demand for oil continues to be a significant influence on oil prices. Perhaps 
more importantly, however, the resolve demonstrated by OPEC members in adhering to their allotted 


production quotas has enabled the Cartel to regain some measure of control over crude oil pricing regimens. 


It is the outlook for natural gas however, that is causing such widespread industry enthusiasm. A greater 
US emphasis on generating electrical power through cleaner-burning fuels has led to significantly 
increased demand for Canadian natural gas. Today's increased transportation capacities combined with 
this strong US demand and the prevailing prices for natural gas give our industry every reason to believe 


that drilling for natural gas reserves will continue to be robust in 20017 and well beyond. 

A cursory review of the Canadian natural gas picture reveals the following: 

4 The producing reserve life in Canada has declined to a level equivalent to that of the US. 

§ Canadian producing reserves are now experiencing the same high decline rates as those in the US. 


§ Most of the easy opportunities to increase production have been exhausted, necessitating the discovery 


and development of new sources of supply to maintain and/or increase natural gas production volumes. 
$US demand for natural gas continues to grow at a rate greater than increases in production capability. 


Given the foregoing, there is every reason to believe that levels of drilling activity in Western Canada will 
continue at or approaching industry capacity in the near to medium term. Wellco management is determined 


to ensure that your Company derives maximum benefit from these exemplary business conditions. 
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Directional and Horizontal Drilling 


Wellco's MWD (Measurement While Drilling) concurrent job capacity was expanded to six during fiscal 
2000. In light of current energy markets and industry forecasts for drilling activity, management is 


contemplating a further expansion of concurrent job capacity to 8 - 10 during fiscal 2001. 


The precision and technical proficiency required in directional and horizontal drilling are such that 
producers largely award contracts based upon operator reputation. Wellco is privileged to have drilling 
personnel who are among the most experienced operators in the industry. This experience is clearly 
evidenced by the fact that Keith Wilson, Vice President - Drilling Operations, and Wayne Cole, 
Directional Drilling Coordinator, each worked on the directional drilling project at Cold Lake in 1983 


and the industry's first series of horizontal wells in Saskatchewan. 


The experience of our directional drilling staff has frequently proven to be invaluable to our clientele. 
Wellco personnel assisted in the successful drilling of the deepest directional well in Canada in 1999 
to a depth of 5,565 metres (18,900 feet). Late last year, members of our drilling staff were able to drill 
a well in just 35 days compared to the area standard of 55 days, thus enabling the client to meet a land- 


related deadline that resulted in significant cost savings. 


Our experience has allowed us to number among our clientele some of the most notable names in the 
Canadian energy sector. This hard won reputation will continue to act as a solid foundation upon 


which to increase our share of the directional and horizontal drilling business in Western Canada. 
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Drilling and Completion Supervision 


Wellco’s drilling and completion supervision services were augmented considerably this year through 
the first quarter acquisition of KC Wellsite Management Inc. While this transaction effectively doubled 
the Company's drilling supervision unit, its benefits to Wellco shareholders far exceeded a mere increase 
in our roster of experienced supervisors. Most notably the Company secured the services of KC's 
founder, Mr. Ken Burns, whose reputation and experience will only enhance our standing as a reliable source 
of professional engineering and supervisory services. Ken's acknowledged expertise in underbalanced 
drilling, horizontal drilling and deep drilling technology will enable the Company to better address the 
challenges facing our clients in their drilling operations. KC’s completely distinct clientele also represent 
a significant benefit to the Company as we are now able to access a broader audience to which to 


market our other drilling-related services. 


Wellco drilling supervisors remain the first choice of many of those companies who choose to avail 
themselves of outside supervisory services. Given the positive outlook for drilling activity levels, this 


hard won reputation will continue to serve our shareholders well. 
Wellsite Accommodation 


Of our core business units, the wellsite accommodation division realized the most pronounced growth 
during fiscal 2000. After beginning the year with 26 units, the fleet was subsequently expanded to 56 
during the third and fourth quarters. Further diversification of the fleet was also achieved through the 
addition of another command center and 3 single-end units. The latter affords greater comfort and privacy 


to the engineer/geologist during the prolonged drilling process associated with deeper wells. 


In response to the exemplary business conditions being experienced by our industry, management has 
committed to a further expansion of the fleet to 112 units later this year in preparation for the 2001 
winter drilling season. All of the aforementioned purchases were financed through a series of non- 


recourse lease arrangements with a variety of lending institutions. 


The mobile accommodation units manufactured by Alta-Fab Structures Ltd of Nisku, Alberta are 
typically in greatest demand by oil industry professionals. That our fleet of wellsite accommodation 
units is totally comprised of Alta-Fab trailers speaks to our continuing efforts to consistently provide 


our clientele with the highest level of service possible. 
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Total Fluid and Environmental Systems Inc 


Effective October 31, 2000 Wellco acquired all of the issued and outstanding shares of Total Fluid & 
Environmental Systems Inc, a privately-owned company engaged in the provision of the following 


products and services: 
Drilling Fluids & Fluid Management 


Total provides drilling muds, downhole chemicals and fresh water required in drilling oil and natural gas 
wells. The Company's fleet of vacuum trucks also disposes of drilling waste water. Total maintains 


drilling fluid stockpoints in 15 strategic locations throughout Alberta and northeast British Columbia. 
Environmental Services 


Total provides both pre- and post-drilling site assessments in accordance with applicable environmental 
regulations. Given the growing awareness within both government and the energy industry of the 
environmental impact of oil & gas exploration and production activities, these services are expected 


to play an increasingly active role within the industry. 


Your Company's management believes that the potential for growth in Total's business activities 
warrants its inclusion as another core operating division of Wellco. This conviction has been supported 


by our success in materially expanding Total's operations since closing this transaction. 
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December 2000 

Wellco commits to again doubling 
its wellsite accommodation fleet 
to 112 units, for the 2001 winter 
drilling season. 


October 2000 
Wellco acquires Total Fluid & 
Environmental Systems Inc 


August 2000 
Wellco more than doubles its 
wellsite accommodation fleet 
from 26 to 56. 


February 2000 

Wellco acquires KC Wellsite 
Management Inc, doubling both 
its drilling supervision personnel 
and client base. 


January 2000 

Wellco increases its MWD 
(Measurement While Drilling) 
concurrent job capacity to six. 


December 1999 
Wellco acquires Fairline Energy 
Services Inc 


December 1999 
Wellco acquires Wellshack 
Rentals Inc 


February 1999 

Wellco Energy Services Inc. 
becomes a public company 
through the reverse take-over of 
United Sartis Enterprises Inc 


Management Discussion & Analysis 


Revenues are a direct function of the utilization rates experienced by our revenue generating assets 
throughout the fiscal year. For the most part, utilization rates throughout the year were satisfactory 
except that second and third quarter revenues were less than expected due to unseasonably wet weather 


that suppressed drilling activity levels. 


Revenues totaled $13,361,202 for the fiscal year ended December 31, 2000, a 124% increase over fiscal 
1999 revenues. Revenues during the fourth quarter reflect the acquisition of Total Fluid & 
Environmental Systems Inc which contributed approximately $865,000 in revenues during the months 


of November and December. 


Direct costs, as a percentage of total revenues, were virtually unchanged from those experienced during 
fiscal 1999. General and administrative expenses increased by approximately $683,000 reflecting the 
acquisitions of KC Wellsite Management Inc. and Total Fluid & Environmental Systems Inc, and the 
relocation to larger premises necessitated by the Company's growth. Amortization costs tripled to $933, 310 
primarily as a result of the aforementioned acquisitions and the significant expansion of our wellsite 


accommodation fleet. 


The Company's balance sheet remains in good order with a strong working capital position and a 
debt/equity ratio of approximately 1/2. Incremental debt incurred during the year was structured as a series 


of non-recourse capital leases which were entered into with a number of different lending institutions. 


Your Company's management believes the attached statements reflect the Company's progress in 
furthering its mandate for growth during the fiscal year, while at the same time maintaining robust 
financial health. These remain our principal objectives in our efforts to direct the continuing evolution 


of your Company. 
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Management’s Report 


The accompanying consolidated financial statements of Wellco Energy Services Inc were prepared by 
management in accordance with accounting principles generally accepted in Canada. Financial information 


presented throughout the Annual Report is consistent with that shown in the financial statements. 


Management is responsible for the integrity of the financial statements. Financial statements generally 
include estimates that are necessary when transactions affecting the current accounting period cannot 
be finalized with certainty until future periods. Based on careful judgements by management, such 
estimates have been properly reflected in the accompanying consolidated financial statements. Systems 
of internal control are designed and maintained by management to provide reasonable assurance 
that assets are safeguarded from loss or unauthorized use and to produce reliable accounting records 


for financial purposes. 


The external auditors conducted an independent examination of corporate and accounting records in 
accordance with generally accepted auditing standards to express their opinion on the financial statements. 
Their examination included a review and evaluation of Wellco's system of internal contro! and included 
such tests and procedures as they considered necessary to provide reasonable assurance that the 


financial statements are presented fairly. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial 
reporting and internal control. The Board exercises this responsibility through the Audit Committee of the 
Board. This Committee meets with management and the external auditors to satisfy itself that 
management's responsibilities are properly discharged and to review financial statements before they 


are presented to the Board of Directors for approval. 


Earl B. Lewis Kenneth P. Zipse 
President & Chief Financial Officer Chief Executive Officer 
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Auditors’ Report 
To THE SHAREHOLDERS OF WELLCO ENERGY SERVICES INC 


We have audited the consolidated balance sheets of Wellco Energy Services Inc as at December 31, 2000 
and 1999 and the consolidated statements of income and retained earnings and cash flows for the years 
then ended. These financial statements are the responsibility of the Company's management. Our 


responsibility is to express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as 


evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the 
financial position of Wellco Energy Services Inc as at December 31, 2000 and 1999 and the results of its 
operations and the changes in its cash flows for the years then ended in accordance with generally 


accepted accounting principles in Canada. 


Calgary, Canada Luna Clark & Associates 
April 9, 2001 Chartered Accountants 
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Consolidated Balance Sheets 


As AT DECEMBER 31 
ASSETS 

CURRENT 

CASH 

ACCOUNTS RECEIVABLE 
INCOME TAXES RECOVERABLE 
INVENTORY 


PREPAIDS AND DEPOSITS 


CAPITAL ASSETS (NoTE 4) 
GOODWILL (NoTE 5) 


OTHER 


LIABILITIES & SHAREHOLDERS‘ EQUITY 


CURRENT 
BANK INDEBTEDNESS (NOTE 6) 


ACCOUNTS PAYABLE & ACCRUED LIABILITIES 


CURRENT PORTION OF OBLIGATIONS UNDER CAPITAL LEASES (NOTE 7) 


CURRENT PORTION OF LONG-TERM DEBT (NOTE 8) 


OBLIGATIONS UNDER CAPITAL LEASES (NOTE 7) 


LONG-TERM DEBT (NOTE 8) 


PROMISSORY NOTES PAYABLE (NOTE 9) 


FUTURE INCOME TAXES 


SHAREHOLDERS’ EQUITY 
SHARE CAPITAL (NOTE 10) 


RETAINED EARNINGS (DEFICIT) 


COMMITMENTS (NoTE 12) 


SEE ACCOMPANYING NOTES 


APPROVED ON BEHALF OF THE BOARD 


DIRECTOR 
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395, 169 
3,745,814 
16,643 
111,538 
169,384 
4,438,548 
8,432,240 
2,970,592 
188,617 
16,029,997 


131,104 
2,520,063 
1,087,493 

76,785 
3,815,445 
3,793,246 

120,758 

456,000 
8,185,449 


6,488,924 
1,355,624 
7,844,548 
16,029,997 


1999 


313,787 


3,146,262 


59,612 
3,519,661 
4,444,492 
2,931,654 

11,626 

10,907,433 


2,587,906 

326,271 
2,914,177 
1,580,576 


250,741 


4,745,494 


8,519,207 
(2,357,268) 
6,161,939 
10,907,433 


DIRECTOR 


Consolidated Statements of Income & Retained Earnings 


FOR THE YEARS ENDED DECEMBER 31 
REVENUE 

Direct Costs 

Gross MARGIN 
EXPENSES 

GENERAL & ADMINISTRATIVE 
INTEREST 


AMORTIZATION 


INCOME BEFORE INCOME TAXES 
INCOME TAXES (NOTE 11) 
CURRENT 


FUTURE 


NET INCOME FOR THE YEAR 

DEFICIT, BEGINNING OF YEAR 

RECLASSIFICATION OF DEFICIT TO SHARE CAPITAL (NOTE 10 (ii)) 
RETAINED EARNINGS (DEFICIT), END OF YEAR 


INCOME PER SHARE 


SEE ACCOMPANYING NOTES 


2000 
$ 


13,361,202 
8,887, 787 
4,473,415 


1,643,192 
261,217 
933,310 

2,837,719 

1,635,696 


40,072 
240,000 
280,072 

1,355,624 
(2,357,268) 
2,357,268 
1,355,624 

.044 


1999 
$ 


D;975;725) 
3,880,828 


2,094,897 


959,883 
314,909 
1,274,792 


820,105 


820,105 
(3,177,373) 
(2,357,268) 

.033 
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Consolidated Statements of Cash Flows 


FOR THE YEARS ENDED DECEMBER 31 


CASH PROVIDED BY (USED IN) 
OPERATING ACTIVITIES 


NET INCOME FOR THE YEAR 
ITEMS NOT AFFECTING CASH 
AMORTIZATION 
FUTURE INCOME TAXES 
FUNDS FROM OPERATIONS 
NET CHANGE IN NON-CASH WORKING CAPITAL ITEMS 
ACCOUNTS RECEIVABLE 
INCOME TAXES RECOVERABLE 
INVENTORY 
PREPAIDS &€ DEPOSITS 


ACCOUNTS PAYABLE AND ACCRUED LIABILITIES 


FINANCING ACTIVITIES 

ASSUMPTION OF CAPITAL LEASE OBLIGATIONS, NET 
ASSUMPTION OF LONG-TERM DEBT, NET 
REPAYMENT OF PROMISSORY NOTES 


ISSUANCE OF SHARE CAPITAL, NET OF ISSUE COSTS 


INVESTING ACTIVITIES 

ACauisiTION OF KC WELLSITE MANAGEMENT INC 
ACQUISITION OF TOTAL FLUID & ENVIRONMENTAL SYSTEMS INC 
ACQUISITION OF WELLCO INC 

ACQUISITION OF WELLSHACK RENTALS LTD 

PURCHASE OF OTHER ASSETS 


PURCHASE OF CAPITAL ASSETS 


DECREASE IN CASH DURING THE YEAR 

CASH & CASH EQUIVALENTS, BEGINNING OF YEAR 
CASH & CASH EQUIVALENTS, END OF YEAR 

CASH & CASH EQUIVALENTS IS COMPRISED OF: 
CASH 


BANK INDEBTEDNESS 


FUNDS FROM OPERATIONS PER SHARE 


SEE ACCOMPANYING NOTES 
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2000 


1,355,624 


933,310 
240,000 
2,528,934 


577,935 
23,357 
(78,886) 
(103,513) 
(1,259,720) 
1,688, 107 


2,426,422 
(13,273) 
(250,741) 


2,162,408 


51,648 
(416,236) 
(81,772) 
(3,453,877) 
(3,900,237) 
(49,722) 
313,787 
264,065 


395, 169 

(131,104) 

264,065 
-082 


1999 


820,105 


314,909 


1,135,014 


(2,006, 170) 


(31,336) 
1,144,129 
241,637 


1,225,678 
1,225,678 


132,307 
(247,044) 
(1,402,974) 
(1,517,711) 
(50,396) 
364,183 
313,787 


313,787 


313,787 
.046 


Notes to Consolidated Financial Statements DECEMBER 31, 2000 & 1999 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

The consolidated financial statements of the Company have been prepared in accordance with Canadian 
generally accepted accounting principles. Because a precise determination of many assets and liabilities is 
dependent upon future events, the preparation of periodic financial statements necessarily involves the use 
of estimates and approximations, which have been made using careful judgement. The consolidated 
financial statements have, in management's opinion, been properly prepared within reasonable limits of 
materiality and within the framework of the significant accounting policies summarized below: 
PRINCIPLES OF CONSOLIDATION: The consolidated financial statements include the accounts of Total Fluid 
& Environmental Systems Inc, which is wholly owned by the Company. All of the other subsidiary 
companies including KC Wellsite Management Inc, Wellco Inc, Wellshack Rentals Ltd and Fairline Energy 
Services Inc were dissolved in 2000. 

INVENTORY: Inventories of chemicals purchased for resale and work in progress are carried at the lower 
of cost and net realizable value on a first-in, first-out basis. 

CAPITAL ASSETS: Capital assets are recorded at cost less accumulated amortization. Amortization is 
provided on a declining balance basis based on the estimated useful lives of the assets at the following 


annual rates: 


Computer hardware and software 30% 
Trucks and trailers 30% 
Office furniture and equipment 20% 
Directional drilling equipment 20% 
Oilfield rental equipment 20% 
Wellsite office and accommodation trailers 10% 


GOODWILL: Goodwill represents the excess, at the dates of acquisition, of the cost of investments over the 
fair value of the net assets acquired and is amortized on a straight-line basis, over its estimated useful life, 
up to a period of 20 years. The carrying value of goodwill is evaluated for potential impairment on an 
ongoing basis. In order to determine whether permanent impairment exists, the Company's management 
considers each business unit's financial condition, as well as expected pre-tax earnings, cash flows or 
market related values. Any permanent impairment in value of goodwill is written off against earnings in 
the year the impairment is recognized. Total goodwill amortization charged to operations amounted to 
$154,751 (1999 - $68,684). 

SEGMENTED INFORMATION: Segmented information has not been presented in the consolidated financial 
statements as the Company considers itself to operate in one geographic segment, Western Canada. 
STOCK-BASED COMPENSATION: The Company has a stock-based compensation plan. When stock options 
are issued to directors, officers, employees or consultants, no compensation expense is recorded in the 
accounts. However, consideration received upon the exercise of stock options is credited to share capital. 
2. CHANGES IN ACCOUNTING POLICIES 

INCOME TAXEs: Effective January 1, 2000, the Company adopted the new accounting recommendations 
of the Canadian Institute of Chartered Accountants, for accounting for income taxes using the liability 
method. Under this method, future tax assets and liabilities are recognized for the estimated tax 
recoverable or payable that would arise if assets and liabilities were recovered and settled at the financial 
statement carrying amounts. Future tax assets and liabilities are measured using enacted tax rates 
expected to apply to taxable income in the years in which temporary differences are expected to be 
recovered or settled. Changes to these balances are recognized in income in the period in which they 
occur. The amount of future income tax assets recognized is limited to the amount that is more likely than 


not to be realized. 
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Notes to Consolidated Financial Statements Decemser 31, 2000 & 1999 
2. CHANGES IN ACCOUNTING POLICIES, CONTINUED 

The new policy was applied retroactively, but did not result in restatement of December 31, 1999 financial 
statements. For the year ended 1999, the Company followed the deferral method of accounting for the tax 
effects of timing differences between taxable income and income as recorded in the financial statements. 
PER SHARE AMOUNTS: The Company has adopted retroactively the Treasury Stock Method of calculating 
diluted per share amounts. Under this method, deemed proceeds from the exercise of employee stock 
options are used to acquire common shares at an average share price. This change in accounting policy 
has had no effect on the 2000 and 1999 per share amounts. 


The weighted average number of shares outstanding during the year was 30,926,300 (1999 - 24,567,709 
shares). There was no significant difference between basic and diluted per share amounts. 


3. BUSINESS ACQUISITIONS 

TOTAL FLuip & ENVIRONMENTAL Systems Inc: Effective October 31, 2000, the Company acquired all of 
the issued and outstanding shares of Total Fluid & Environmental Systems Inc a company engaged in the 
business of providing environmental support services to companies in the petroleum and natural gas 
industry. The aggregate purchase price was $350,000 payable in cash. The acquisition was accounted 
for using the purchase method. These consolidated financial statements include the results of its 


operations for the two-month period from the date of acquisition. The allocation of the purchase price 
was as follows: ASSETS ACQUIRED $ 


CASH (66,236) 


OTHER ASSETS 95119 

CAPITAL ASSETS 1,300,070 

GOODWILL 110,464 

WORKING CAPITAL DEFICIENCY, EXCLUDING CASH (331,683) 
OBLIGATIONS UNDER CAPITAL LEASES (412,177) 
LONG-TERM DEBT (129,557) 

FUTURE INCOME TAXES (216,000) 


KC WeELLSITE MANAGEMENT INC: Effective February 1, 2000, the Company directly and indirectly acquired 
all of the issued and outstanding shares of KC Wellsite Management Inc a company engaged in the 
business of providing drilling and completion supervision services to companies in the petroleum and 
natural gas industry. The aggregate purchase price was $539,679 comprised of $206,560 cash and 
832,798 of the Company's common shares with a deemed value of $0.40 per share. The acquisition was 
accounted for using the purchase method. These consolidated financial statements include the results of its 
operations for the eleven month period from the date of acquisition. The allocation of the purchase price was 
as follows ASSETS ACQUIRED $ 


CASH 264,342 
CAPITAL ASSETS 12,360 
GOODWILL 83,225 


WORKING CAPITAL, EXCLUDING CASH 179,752 


539,679 


FAIRLINE ENERGY SERVICES INC: Effective December 31, 1999, the Company acquired all of the issued 
and outstanding shares of Fairline Energy Services Inc (Fairline), a company engaged in the business of 
providing directional drilling and related services to companies in the petroleum and natural gas industry. 
On acquisition, each common share of Fairline was exchanged for 1.5 common shares of the Company. 
All common share numbers have been restated to reflect this share exchange ratio. 


The acquisition was accounted for using the pooling method and, as a result, the consolidated balance 
sheets, statements of earnings, retained earnings and cash flows have been prepared as though the 


4 Wellco Energy Services Inc 


Notes to Consolidated Financial Statements DecemBer 31, 2000 & 1999 
3. BUSINESS ACQUISITIONS, FAIRLINE ENERGY SERVICES INC. CONTINUED 

Company and Fairline had been combined since their inception. Under this method, the assets and 
liabilities have been recorded at historical carrying values and the earnings of the Company are 
comprised of the earnings of Fairline and Wellco Energy Services Inc. 


The net assets of each combining company as at December 31, 1999 were as follows: 


WELLCO FAIRLINE 


TOTAL ASSETS 


7,068,640 3,838,793 
3,025,670 1,719,824 
4,042,970 2,118,969 


TOTAL LIABILITIES 


NET ASSETS 


The net revenues and incomes of each combining company for the year were as follows: 


WELLcO FAIRLINE 
NET REVENUES 2,002,979 3,972,746 
Ner INCOME (Loss) (18,535) 838,640 


Upon combination, the issued, and then outstanding, common shares of the Company totaled 
30,342,201 of which the former shareholders of Fairline hold approximately 53%. 


WELLSHACK RENTALS LTo: Effective December 31, 1999, the Company acquired all of the issued and 
outstanding shares of Wellshack Rentals Ltd, a company engaged in the business of renting wellsite 
office and accommodation trailers to companies in the petroleum and natural gas industry. The 
aggregate purchase price was $1,550,000, comprised of $300,000 in cash and 2,500,000 of the 
Company's common shares with a deemed value of $0.50 per share. The acquisition was accounted 


for using the purchase method. The allocation of the purchase price was as follows: 


ASSETS ACQUIRED $ 


CASH 52,956 


CAPITAL ASSETS 2,324,251 

OTHER LONG-TERM ASSETS 11,526 

GOODWILL ie51/ 938i 
WORKING CAPITAL DEFICIENCY, EXCLUDING CASH (33,076) 
OBLIGATIONS UNDER CAPITAL LEASES (2,157,588) 


1,550,000 


WELLCco Inc: Effective February 28, 1999, the Company acquired all of the issued and outstanding 
shares of Wellco Inc, a company engaged in the business of providing wellsite drilling and completion 
supervision services to companies in the petroleum and natural gas industry. The aggregate purchase 
price was $1,650,000, comprised of 3,300,000 of the Company's common shares with a deemed value 
of $0.50 per share. The acquisition was accounted for using the purchase method. The allocation of 


the purchase price was as follows: 


ASSETS ACQUIRED $ 


CASH 132,307 
CAPITAL ASSETS 2,930 
GOODWILL 1,648,407 


(133,644) 
1,650,000 


WORKING CAPITAL DEFICIENCY, EXCLUDING CASH 
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4. CAPITAL ASSETS 2000 
ACCUMULATED Net Book 
Cost AMORTIZATION VALUE 
$ $ $ 


DIRECTIONAL DRILLING EQUIPMENT 1,914,440 573,446 1,340,994 
TRUCKS & TRAILERS 1,884,656 315,655 1,569,001 
OILFIELD RENTAL EQUIPMENT 959, 169 262,933 696,236 


OFFICE & COMPUTER EQUIPMENT 258, 152 


104,122 


154,030 


5,016,417 1,256, 156 3,760,261 
ASSETS UNDER CAPITAL LEASE 
WELLSITE OFFICE & ACCOMMODATION TRAILERS 5,066,240 432,965 4,633,275 
TRUCKS & TRAILERS 79,850 44,217 35,633 


OFFICE & COMPUTER EQUIPMENT 13,382 


10,175,889 


10,311 


3,071 
8,432,240 


1999 
ACCUMULATED Net Book 
Cost AMORTIZATION VALUE 
$ $ $ 


DIRECTIONAL DRILLING EQUIPMENT 
OILFIELD RENTAL EQUIPMENT 
OFFICE & COMPUTER EQUIPMENT 


1,740,628 246,827 1,493,801 
703,299 134,879 568,420 
107,664 43,410 64,254 

ZION OO 425,116 2,126,475 


ASSETS UNDER CAPITAL LEASE 
WELLSITE OFFICE & ACCOMMODATION TRAILERS 2,477,990 


5,029,581 


(59/973 2,318,017 


4,444,492 


5. GOODWILL 2000 1999 
$ $ 

GOODWILL 3,194,027 3,000,338 
LESS: ACCUMULATED AMORTIZATION 223,435 68,684 
2,970,592 2,931,654 


During the year, $193,689 of goodwill was acquired as a result of the acquisitions of KC Wellsite 
Management Inc and Total Fluid & Environmental Systems Inc as described in Note 2. In 1999, $3,000,338 
of goodwill was acquired as a result of the acquisitions of Wellco Inc and Wellshack Rentals Ltd. 

6. BANK INDEBTEDNESS 2000 1999 


$ $ 


CHEQUES ISSUED IN EXCESS OF FUNDS ON DEPOSIT 


THE COMPANY HAS AVAILABLE A $1,500,000 REVOLVING 
DEMAND LOAN. THE DEMAND LOAN BEARS INTEREST AT 
BANK PRIME PLUS 1% PER ANNUM, SECURED BY A 
GENERAL SECURITY AGREEMENT COVERING ALL OF THE 
ASSETS OF THE COMPANY. THE EFFECTIVE INTEREST 

RATE AT DECEMBER 31, 2000 WAS 7.75%. 


Subsequent to the year-end, the Company renegotiated its banking facility. These financial statements 
reflect the terms as renegotiated. 
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7. OBLIGATIONS UNDER CAPITAL LEASES 
The amounts due under capital lease agreements are repayable in blended monthly payments and bear 
interest at rates varying from 7% to 15% per annum. At the end of each lease, the Company has purchase 
options to acquire the leased assets due at various times from October 2001 to April 2005. The capital leases 
are secured by the assets under lease. The minimum lease payments over the next five years are as follows. 
$ 
1,370,455 
2002 1,567,442 
2003 1,360,431 
966,441 
449,758 
5,714,527 
833,788 
4,880,739 
1,087,493 


LESS INTEREST 


LESS CURRENT PORTION 


3,793,246 
8. LONG-TERM DEBT 2000 1999 
$ $ 


TERM BANK LOAN 
THE TERM BANK LOAN REPAYABLE IN MONTHLY INSTALLMENTS 
OF $4,260 PLUS INTEREST AT PRIME PLUS 1% PER ANNUM, 
MATURING NOVEMBER 2, 2003, SECURED BY A GENERAL 
SECURITY AGREEMENT COVERING ALL OF THE ASSETS OF THE 
COMPANY. THE EFFECTIVE INTEREST RATE AT OCTOBER 31, 
2000 WAS 7.75%. 


CAPITAL LOAN 

A NON-INTEREST BEARING AGREEMENT FOR THE PURCHASE 
OF A 1997 MODEL VACUUM TRUCK, SUBJECT TO A 
PRE-EXISTING SECURITY INTEREST IN FAVOR OF A THIRD PARTY 
LENDER. AS CONSIDERATION THE COMPANY HAS UNDERTAKEN 
TO DISCHARGE THE SELLERS DEBT OBLIGATION PROVIDING 
FOR CONSECUTIVE PAYMENTS OF $3,468 PER MONTH 

UNTIL JULY 2002. 


129,263 ~ 


LESS CURRENT PORTION 
120,758 


Subsequent to the year-end, the Company renegotiated its banking facility. These financial statements 
reflect the terms as renegotiated. 


The estimated principal repayments due in each of the next three years are as follows: 


9. PROMISSORY NOTES PAYABLE 


2000 1999 
$ $ 
= 250,471 


The promissory notes payable were due to the former shareholders of Wellshack Rentals Ltd. During the 
year, all of the promissory notes were repaid. Interest paid on the promissory notes during the year was 
$22,883 (1999 - $Nil). 
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10. SHARE CAPITAL 
AUTHORIZED: 50,000,000 common shares without par value, 50,000,000 Class A preferred shares with a par 


value of $10 each. NUMBER AMOUNT 
ISSUED OF SHARES $ 
BALANCE - DECEMBER 31, 1998 20,741,701 4,393,529 
ISSUED FOR CASH 1,765,000 698,750 
ISSUED ON EXERCISE OF WARRANTS 350,000 105,000 
ISSUED ON EXERCISE OF OPTIONS 3577200 244,500 
SHARES CANCELLED (102,000) - 
ISSUED IN EXCHANGE FOR CAPITAL ASSETS (i) 430,000 279,500 
ISSUED ON THE ACQUISITION OF WeELLCO Inc (NOTE 2) 3,300,000 1,650,000 
ISSUED ON THE ACQUISITION OF WELLSHACK RENTALS LTD (NoTE 2) 2,500,000 1,250,000 

30,342,201 8,621,279 
SHARE ISSUE COSTS — (102,072) 
BALANCE - DECEMBER 31, 1999 30,342,201 8,519,207 
ISSUED ON THE ACQUISITION OF KC WeELLSITE MANAGEMENT Inc (NOTE 2) 832,798 333,119 
RECLASSIFICATION OF DEFICIT (ii) _ (2,357,268) 

31,174,999 6,495,058 
SHARE ISSUE COSTS — (6,134) 
BALANCE - DECEMBER 31, 2000 31,174,999 6,488,924 


(i) Effective June 3, 1999, pursuant to an Agreement for Purchase and Sale, the Company purchased oilfield 
rental equipment from a company controlled by a former director for $279,500 by issuing 430,000 common 
shares with a deemed price of $0.65 per share. 

(ii) Pursuant to a Special Resolution of the shareholders dated May 30, 2000, the deficit as at December 31, 
1999 was reclassified as a reduction in share capital. 


Stock opTions: The Company has a stock option plan for its key officers, directors, employees and consultants. 
Up to 10% of the issued and outstanding shares are reserved for issuance under the plan. As at December 31, 
2000 there were stock options outstanding to purchase 2,025,000 common shares at prices ranging from 
$0.25 to $0.53 per share, with expiry dates ranging from June 2003 to December 2005. 


The following is a summary of the status of the Company's stock options at December 31, 2000 and changes 


during the period: NuMBER WEIGHTED AVERAGE 

OF SHARES EXERCISE PRicE $ 
BALANCE, BEGINNING OF YEAR 912,500 0.39 
GRANTED DURING THE YEAR 2,285,000 0.47 
CANCELLED DURING THE YEAR (1,172,500) 0.52 


BALANCE, END OF YEAR 2,025,000 


390,000 


EXERCISABLE AT END OF YEAR 


The following summarizes information about stock options outstanding at December 31, 2000. 


EXERCISE NUMBER WEIGHTED AVERAGE REMAINING NUMBER 
Price $ OUTSTANDING CONTRACTUAL LIFE (YEARS) EXERCISABLE 
0.53 150,000 2.5 150,000 
0.53 240,000 3.4 240,000 
0.50 1,195,000 4.2 _ 
0.39 110,000 4.4 — 
0.36 270,000 4.4 — 
0.33 10,000 4.8 _ 
OS 40,000 4.9 _ 
0.25 10,000 5.0 — 
2,025,000 390,000 


i 
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10. SHARE CAPITAL, CONTINUED 

Warrants: The following is a summary of the status of the Company's warrants at December 31, 2000 and 
changes during the period: NuMBER WEIGHTED AVERAGE 


OF SHARES EXERCISE PRICE $ 


BALANCE, BEGINNING OF YEAR 1,390,000 


EXPIRED DURING THE YEAR (1,390,000) 0.61 


BALANCE, END OF YEAR 


On April 10, 1999, the Company issued 390,000 units at $0.50 per unit for cash consideration of $195,000. Each 
unit consists of one common share and one common share purchase warrant. Each warrant plus $0.60 is 


convertible into one (1) common share of the Company until April 10, 2000. 


On November 25, 1999, the Company issued 1,000,000 units at $0.50 per unit for cash consideration of $500,000. 
Each unit consists of one common share and one common share purchase warrant. Each warrant plus $0.62 is 


convertible into one (1) common share of the Company until November 25, 2000. 


During the year, all of the warrants expired unexercised. 
SHARES HELD IN ESCROW 
(i) Pursuant to Escrow Agreements dated September 15, 1995 and April 3, 1998, 3,250,004 common shares are 


being held in escrow. These shares are releasable on April 3, 2001. During the year, 3,250,003 shares were released. 


(ii) Pursuant to Escrow Agreements with an effective date of February 28, 1999, 633,332 common shares issued 
in connection with the acquisition of Wellco Inc are being held in escrow. These shares are releasable as to one- 
half on each of February 28, 2001 and February 28, 2002. During the year, 2,666,668 shares were released. 


(iii) Pursuant to Escrow Agreements dated May 11, 1999, 375,000 common shares are being held in escrow. These 
shares are releasable as to one (1) share for each $0.50 of cash flow, after all of the escrowed shares related to the 
acquisition of Wellco Inc have been released. 

(iv) Pursuant to Escrow Agreements dated December 30, 1999, 833,336 common shares issued in connection with 
the acquisition of Wellshack Rentals Ltd are being held in escrow. These shares are releasable on June 30, 2001. 
During the year, 1,666,664 shares were released. 


11. INCOME TAXES 


The provision for income taxes differs from the amount that would be obtained by applying the combined Canadian 


federal and provincial income tax rate before income taxes. This difference results from the following items: 


2000 1999 
$ $ 


44.62% 


STATUTORY INCOME TAX RATE 


COMPUTED EXPECTED TAX PROVISION (RECOVERY) 729,848 365,931 
INCOME TAX PROVISION (RECOVERY) RESULTING FROM: 
NON-DEDUCTIBLE EXPENSES 23,281 19,587 
NON-DEDUCTIBLE AMORTIZATION 79,989 30,647 
UTILIZATION OF INCOME TAX DEDUCTIONS NOT PREVIOUSLY 
RECOGNIZED FOR ACCOUNTING PURPOSES (444, 764) (416,165) 
REDUCTION OF FUTURE INCOME TAX RATES (77,000) - 


(31,282) 
280,072 


OTHER 
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11, INCOME TAXES, CONTINUED 


The components of the future income tax liability as at December 31, 2000 are as follows: 
2000 1999 
$ $ 


FUTURE INCOME TAX ASSETS 
Loss CARRY FORWARDS 186,575 - 
SHARE ISSUE COSTS 27,483 = 
FUTURE INCOME TAX LIABILITY 


CAPITAL ASSETS (670,058) 


The Company has non-capital losses of approximately $427,700 available to be carried forward against future 
taxable income as follows: AVAILABLE AMOUNT 
UNTIL $ 


13,200 
2004 110,600 
2005 132,600 
171,300 


12. COMMITMENTS 
The Company rents premises and equipment under multiple lease contracts with varying expiration dates. The 


minimum lease payments under these leases over the next three years are as follows: 


AMOUNT 


$ 


163,800 
2002 103,400 
12,700 


279,900 


13. FINANCIAL INSTRUMENTS 

Financial instruments of the Company consist mainly of cash, accounts receivable, bank indebtedness, accounts 
payable and accrued liabilities, long-term debt and capital lease obligations. 

CREDIT RISK 

The Company is exposed to credit risk from customers. However, the Company has a large number of diverse 
customers, which minimizes the concentration of credit risk. 

INTEREST RATE RISK AND CASH FLOW RISK 

The Company is exposed to interest rate and cash flow risk to the extent that the carrying value of its bank 
indebtedness and certain long-term debt balances are at floating rates of interest. 

FAIR VALUES OF FINANCIAL ASSETS AND LIABILITIES 

Fair values approximate amounts at which financial instruments could be exchanged between willing parties, 
based on current markets for instruments of the same risk, principal and remaining maturities. Except where 
disclosed otherwise, there are no significant differences between the carrying values of these amounts and 
their estimated market values. 

14. SUBSEQUENT EveENTS 

During December 2000, the Company initiated a Normal Course Issuer Bid whereby the Company could 
repurchase and cancel up to 1,500,000 of its shares representing approximately 4.8% of its issued and 
outstanding shares. Subsequent to the year-end, the Company repurchased 554,000 of its shares at a cost of 
approximately $157,200. 
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Head Office 
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Telephone (780) 438-4999 
Email:wellco @telusplanet.net 
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